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According to the official statistics agency (Instituto Nacional de Estadistica, INE), the consumer
price index (CPI) increased by 3.5% in October. Although only a slight jump over the 3.42% monthly
inflation reported in September, the October rate is nearly half a percentage point more than in
July and August, when the CPI increased by 3.2% and 3.1%, respectively. INE attributes the upward
tendency in prices to the government's growing fiscal deficit, which has increased noticeably during
the second semester.
During the first semester of the year, government income had grown substantially because of
aggressive efforts to crack down on tax evasion and improve collection procedures. At the same
time, the government made a concerted effort to hold down state spending. Nevertheless, since
July tax income has tapered off, while government expenditures have grown markedly, pushing the
government's accumulated budget deficit to US$238 million for the first nine months of the year. If
the present trend continues, the Central Bank (Banco Central de Uruguay, BCU) estimates that the
fiscal deficit will grow to about 3% of GDP by year-end, substantially more than the 2.3% maximum
deficit the government had set as its target for this year.
The BCU attributes the excessive jump in state expenses to the heavy social security burden on the
government. Some 600,000 retired individuals and others receive social security benefits, out of a
total population of 3.1 million people, and an economically active population of 1.3 million. In fact,
during the first nine months of the year, the government paid out US$861 million through the social
security system a 16.3% increase compared with the same period in 1993 representing about 41% of
the government's total operating expenses from January to September. Moreover, salaries for the
country's 300,000 active civil servants also represent a major strain on the state budget. Total wage
payments for public employees grew by 5.8% during January-September, compared with the same
period in 1993, according to the BCU. Given the inflationary trend since August, the government will
be unable to achieve its original goal of 40% annual inflation for the year.
Indeed, annual inflation for the 12- month period ending in October reached 43.5%, up from 41.3%
for the 12-month period ending in September. Accumulated inflation for the first 10 months of 1994
is now 34.3%, and the BCU expects the CPI to grow to 42.5% by the end of December. Still, even if
the government fails to meet its original target, annual inflation this year will remain well below
the rate registered in 1993, when the CPI grew by 52.3%. Since President Luis Lacalle took office
in March 1990, his administration has maintained strict fiscal and monetary policies to lower the
deficit and cut the bottom out of inflation (see Chronicle, 01/13/94). Annual inflation peaked in 1990
at 129%, but declined each year since then, dropping to 81.5% in 1991, to 58.9% in 1992, and finally to
52.3% in 1993.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 2

LADB Article Id: 56379
ISSN: 1060-4189

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 2

